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feDerEl  DEpo sit  insurance corporation
" ...I  r e c e n t ly  suggested  t h a t  i t  would be t o  th e  b e n e f i t  o f  a l l  i f  th e  independent
a u d i to r s  w ere under an o b l ig a t io n  t o  n o t i f y  th e  su p e rv iso ry  a u th o r i t i e s  when
th e y  u n c o v e re d  a  m a jo r  f r a u d  o r  e v id e n c e  o f  ab u se ," FDIC Chairman L. W illiam  
Seidman to ld  th e  W est M ichigan A ccounting and A ud iting  Symposium. He s a id  he made 
t h i s  s u g g e s t io n  “in  th e  i n t e r e s t  o f  p u r s u in g  d ia lo g u e ."  He n o te d ,  "T h is  may 
re p re s e n t  a  change in  th e  t r a d i t i o n a l  l in e s  o f  r e s p o n s ib i l i ty  o f  th e  a u d ito r  and 
e x a m in e r , b u t  i t  i s  a  ch an g e  we s h o u ld  c o n t in u e  t o  a t  l e a s t  c o n s id e r ."  Mr. 
S e idm an ' s  com m ents w e re  made d u r in g  a  6 /1 9 /8 6  a d d r e s s  e n t i t l e d  "The R o le  o f  
O u ts id e  A u d i to r s  i n  T oday’s B anking  In d u s t r y "  i n  G rand R ap id s , MI. He b eg an  by  
n o tin g  t h a t  th e  t r a d i t i o n a l  r o le s  o f  th e  bank a u d ito r  and exam iner a re  "b lu rrin g ."  
T r a d i t i o n a l l y ,  Mr. S eidm an s a id ,  bank  a u d i t o r s  w ere  th e  '" e y e s  and e a r s '  o f  th e  
board  o f  d i r e c to r s  and th e  sh a reh o ld e rs  o f  a  bank. Bank exam iners, on th e  o th e r  
hand, w ere look ing  a f t e r  th e  i n t e r e s t s  o f  th e  d e p o s ito r  and th e  g e n e ra l p u b lic ."  
Now, h o w ev er, h e  s a id ,  " A u d ito rs  and  e x a m in e rs  m ore and  m ore h a v e  th e  same 
a u d ie n c e . N ot o n ly  do a u d i t o r s  h a v e  a  r e s p o n s i b i l i t y  t o  th e  b o a rd  o f  d i r e c t o r s  
and  s h a r e h o ld e r s ,  b u t  many p e o p le  now c la im  t h a t  t h e i r  a u d i te d  f i n a n c i a l  
s ta te m e n ts  a re  a ls o  fo r  use  by  th e  p u b lic , a n a ly s ts ,  and governm ent o f f i c i a l s . "
Mr. Seidman focused  on f iv e  s p e c i f ic  a re a s  in  h i s  speech: 1) c o n tro l  system s 
and  f r a u d  d e t e c t i o n ,  2) lo a n  p o r t f o l i o ,  3) r e s e r v e  f o r  lo a n  l o s s e s ,  4) l e g a l  
c o n s id e r a t i o n s ,  and  5) c o m m u n ic a tio n s . A bout t h e  f i r s t  s u b j e c t ,  h e  s a id ,  "From 
th e  FDIC's s ta n d p o in t, th e  m ost im p o rtan t r o le  th e  o u ts id e  a u d i to r  h as  in  a  bank 
i s  c o n f i rm in g  th e  s t r e n g t h  o f  i t s  c o n t r o l  s y s te m s — b o th  i n t e r n a l  c o n t r o l s  and 
management c o n tro ls .  A lthough o u r exam iners have a lw ays s c ru t in iz e d  t h i s  a re a , 
th e  in c re a s in g  im portance  o f  sound c o n tro l  system s fo r  th e  p re v e n tio n  o f  in s id e r  
a b u se , f r a u d ,  and  e m b ez z lem en t w a r r a n ts  g r e a t e r  a t t e n t i o n . "  Mr. S eidm an th e n  
s ta te d ;  "An FDIC survey  o f  in su re d  banks t h a t  f a i l e d  from 1980 to  1982 found frau d  
and em bezzlem ent by  in s id e r s  w ere a  m ajor f a c to r  (bu t n o t n e c e s s a r i ly  th e  p rim ary  
fa c to r )  in  15 p e rc e n t o f  th e  f a i lu r e s .  C re d it  lo s se s  an loans to  in s id e r s  w ere a  
m a jo r  f a c t o r  i n  27 p e r c e n t  o f  th e  c a s e s . . .O f  c o u r s e ,  th e  o u t s id e  a u d i t o r  c an  do 
o n ly  so  m uch. A b a n k 's  i n t e r n a l  a u d i t  d e p a r tm e n t  i s  i t s  f i r s t  l i n e  o f  d e fe n s e  
a g a in s t  frau d  and in s id e r  abuse. No bank i s  to o  sm a ll, in  o u r o p in io n , t o  have an 
a d e q u a te  sy s te m  o f  i n t e r n a l  c o n t r o l s  ev en  i f  i t  d o es  n o t  r i s e  t o  th e  l e v e l  o f  a 
s e p a r a t e  'd e p a rtm e n t" ...W e  a r e  s t r e s s i n g  frau d  d e te c t io n  w ith  our exam iners, and 
b e lie v e  i t  i s  an  a re a  in  w hich o u ts id e  a u d ito r s  and bank su p e rv iso ry  ag en c ies  can 
work to g e th e r  t o  s tre n g th e n  th e  banking system ."
R egarding th e  lo an  p o r t f o l io ,  Mr. Seidman recommended t h a t  o u ts id e  a u d ito rs  
"may w is h  t o  s t r e n g th e n  t h e i r  r e v ie w  o f  a s s e t  q u a l i t y . "  He a l s o  s a i d  t h a t  an  
independen t rev iew  o f  th e  re s e rv e  fo r  lo an  lo s se s  and th e  assessm en t p ro cess  used 
b y  m anagem ent c o u ld  " g r e a t l y  r e i n f o r c e  o u r  e f f o r t s . "  He n o te d  t h a t  "an 
u n d e rs ta te d  re s e rv e  fo r  lo an  lo s s e s  i s  one o f  th e  more fre q u e n t d e f ic ie n c ie s  found 
by  o u r exam iners" and t h a t  "an in ad eq u a te  lo an  lo s s  re se rv e  o v e rs ta te s  ea rn in g s  
and c a p i t a l ,  p ro v id es  f a l s e  and m is le ad in g  f in a n c ia l  in fo rm a tio n  to  th e  p u b lic , 
and u l t im a te ly  may th re a te n  th e  soundness o f  th e  bank." About h i s  fo u r th  to p ic , 
le g a l  c o n s id e ra tio n s , Mr. Seidman sa id : "...You a re  p robab ly  w e ll aw are t h a t  th e  
FDIC in  i t s  r o le  a s  re c e iv e r  o f  a  f a i l e d  bank h a s  and w i l l  co n tin u e  t o  rev iew  th e  
w ork o f  any  p r i o r  o u t s id e  a u d i t  t o  d e te r m in e  w h e th e r  t h e r e  i s  a  c a u se  o f  a c t i o n  
a g a i n s t  t h e  a u d i to r . "  He n o te d  t h a t  t h e  FDIC c u r r e n t l y  i s  in v o lv e d  i n  t h r e e  
la w s u its  a g a in s t  independent a u d ito r s  o f  f a i l e d  banks and t h a t  "w h ile  th e re  was 
some degree  o f  frau d  in vo lved  in  tw o o f  th e se  c a se s , none o f  our c la im s  i s  based  
s o l e l y  upon th e  f a i l u r e  o f  th e  a u d i t  f i r m s  t o  d e t e c t  and r e p o r t  f r a u d . In  f a c t ,  
o u r  c la im s  a r e  b a s e d  p r i n c i p a l l y  upon t h e  a u d i t  f i r m s ' f a i l u r e s  t o  a d e q u a te ly  
rev iew  c r e d i t  f i l e s . "  He a ls o  p o in te d  o u t th e  p o s s i b i l i t y  o f  p r iv a te  l i t i g a t i o n  
a g a in s t  independent a u d ito rs .  He s a id , "...W hile th e  law  d i f f e r s  somewhat among
th e  s t a t e s ,  c o u r ts  in  s e v e ra l  m ajor ju r i s d ic t io n s  have h e ld  t h a t  a cc o u n ta n ts  can 
he l i a b l e  f o r  n eg lig en ce  to  t h i r d  p a r t i e s .  Every independent a u d i to r  shou ld  keep 
t h a t  f a c t  i n  m ind when c a r r y in g  o u t  h i s  d u t i e s . "  Mr. S eidm an  c o n c lu d e d  h i s  
re m a rk s  b y  o b s e r v in g , "We a t  t h e  FDIC b e l i e v e  t h a t  o u r  w h o le  f i n a n c i a l  sy s te m  
would be s tre n g th en e d  th ro u g h  c lo s e r  co o p e ra tio n  betw een independen t a u d i to r s  and 
th e  FDIC."
NATIONAL CREDIT UNI ON ADMINISTRATION
Member B usiness Loans by F e d e ra lly - In s u re d  C re d i t  Unions i s  th e  t i t l e  o f  a  n o tic e  o f  
proposed ru lem aking  by  th e  N a tio n a l C re d it  Union A d m in is tra tio n  (see  th e  6/26/86 
F ed . Reg., pp . 2 3 2 3 4 -4 0 ). The p ro p o se d  r u l e ,  a c c o rd in g  t o  t h e  NCUA, e s t a b l i s h e s  
c o n d itio n s  under w hich F e d e ra lly - in s u re d  c r e d i t  un ions may g ra n t member b u s in e ss  
lo an s. The f i r s t  s e c t io n  d e f in e s  th e  ty p e  o f  lo an s  th e  NCUA Board c o n s id e rs  bo be 
member b u s in e s s  lo a n s  w i t h i n  t h e  sco p e  o f  th e  r u l e  and  th e  re m a in d e r  s e t s  o u t  
s p e c i f ic  l im i ta t io n s ,  req u irem en ts , and p ro h ib i t io n s  in  making such lo an s . The 
r u l e  i s  n e c e s s a r y ,  a c c o rd in g  t o  NCUA, i n  l i g h t  o f  r e c e n t  l i q u i d a t i o n s  and  o th e r  
p ro b le m  c a s e s  in v o lv in g  unsound  b u s in e s s  le n d in g  p r a c t i c e s  b y  th e  f e d e r a l l y -  
in s u r e d  c r e d i t  u n io n s . Comments m u s t b e  r e c e iv e d  b y  9 /3 0 /8 6 .  F o r  f u r t h e r  
in fo rm atio n  c o n ta c t J .  Leonard S k ile s  a t  202/482-5131.
SECURITIES AND EXCHANGE COMMISSION
The S e c u r i t ie s  and Exchange Commission h a s n 't  "seen adequate  ev idence  t o  d em o n stra te
t h a t  th e  b e n e f i t s  cou ld  rea so n ab ly  be  ex p ec ted  t o  e x ce e d  th e  c o s t s . . . "  a c c o rd in g
t o  te s t im o n y  b y  SEC C hairm an  Jo h n  S.R. Shad c o n c e rn in g  H.R. 4886, t h e  " F in a n c ia l  
Fraud D e tec tio n  and D isc lo su re  A ct o f  1986." In  a  6 /2 3 /8 6  appearance b e fo re  th e  
House E n e rg y  and  Commerce O v e r s ig h t  and  I n v e s t i g a t i o n s  S u b c o m m ittee  h e a r in g  
e n t i t l e d  "Im proving Perform ance o f  Independent A u d ito rs  under F e d e ra l S e c u r i t ie s  
Laws," Mr. Shad sp en t th e  p reponderance o f  h i s  tim e  respond ing  t o  q u e s tio n s  abou t 
Rep. Ron Wyden's (D-OR) b i l l ,  H.R. 4886, and acco rd in g  to  Chairman John D. D in g e ll 
(D-M I), how th e  SEC e x e r c i s e s  i t s  a u t h o r i t y  t o  r e q u i r e  c h an g e s  t o  im p ro v e  th e  
q u a l i t y  and e f f e c t i v e n e s s  o f  c o r p o r a te  f i n a n c i a l  d i s c l o s u r e s .  Mr. Shad s t a t e d  
t h a t  i f  e n a c te d ,  H.R. 4886 w ould  " o b v io u s ly  d r a m a t i c a l l y "  i n c r e a s e  t h e  c o s t s  o f  
a u d its ,  c o s ts  t h a t  a re  borne by  in v e s to r s  and consum ers. "We h a v e n 't seen  adequate  
ev idence to  dem o n stra te  t h a t  th e  b e n e f i t s  cou ld  re a so n ab ly  be expected  t o  exceed 
th e  c o s t s . . . . "  E xpand ing  on th e  SEC's c o n c e rn  t h a t  t h e  b i l l  c o u ld  s i g n i f i c a n t l y  
i n c r e a s e  th e  c o s t s  o f  t h e  a u d i t ,  Mr. Shad r e f e r r e d  t o  a  1979 su rv e y  o f  500 
com panies to  de te rm in e  c o s ts  a s s o c ia te d  w ith  re q u ir in g  a u d i to r s  t o  r e p o r t  on th e  
in te r n a l  c o n tro ls .  The survey, acco rd in g  t o  Mr. Shad, s ta t e d  t h a t  i t  would c o s t  
$267,000 in  th e  f i r s t  y e a r  and $219,000 p e r  annum th e r e a f t e r  t o  in c lu d e  r e p o r ts  on 
in te r n a l  c o n tro ls .  Mr. Shad s ta te d :  "Now, t h a t  com pares w ith  an  average  c o s t  o f  
an  a u d i t  to d a y  o f  $90 ,000 . So j u s t  t o  d e a l  w i th  t h a t  one i te m , t h e  su rv e y  
i n d i c a t e d  i t  w ou ld  b e  a  t h r e e f o l d  i n c r e a s e  o v e r  w h a t t h e  a u d i t s  now c o s t . . . . "  
A sked t o  re s p o n d  t o  a  s e c t i o n  o f  H.R. 4886 w h ic h  r e q u i r e s  a u d i t o r s  t o  r e p o r t  
a c t u a l  o r  s u s p e c te d  i l l e g a l  a c t i v i t i e s  t o  t h e  SEC and o t h e r  a p p r o p r i a t e  
enforcem ent o r  re g u la to ry  a u th o r i t i e s ,  Mr. Shad su ggested  t h a t  management be  g iv en  
a  ch an ce  t o  re sp o n d  t o  t h e  a u d i t o r s '  f in d in g s  o r  c o n c e rn s  and  t a k e  c o r r e c t i v e  
a c tio n , in  response  t o  a n o th e r s e c t io n  o f  th e  b i l l  w hich p ro v id es , acco rd in g  t o  
Rep. Wyden, " .  . . . l e g a l  p r o t e c t i o n  f o r  th e  a u d i t o r  who c o m p lie s  i n  good f a i t h  
w ith  th e  frau d  d e te c t io n  and d is c lo s u re  req u irem en ts ,"  Mr. Shad s ta te d ,  in  p a r t ,  
t h a t  th e  b i l l  p ro v id es  a  s a fe  h a rb o r  fo r  re p o r t in g  by  th e  a u d i to r ,  b u t  no s im i la r  
p ro te c t io n  fo r  th in g s  n o t d isco v e red  and co n sequen tly  n o t re p o rte d . Mr. Shad a ls o  
s t a t e d  t h a t  s in c e  t h e  a u d i t o r  o n ly  h a s  r i s k  f o r  n o t  r e p o r t i n g ,  t h e  b i l l  c o u ld  
r e s u l t  in  an ov erflo w  o f  " s o f t  lead s ."
TREASURY, DEPARTMEMT OF
M agnetic m edia f i l i n g  req u irem en ts  i s  th e  s u b je c t  o f  a  r e c e n t ly  re le a s e d  IRS Revenue
Procedure, No. 86-31, and e x p la in s  how t o  app ly  fo r  approval to  use  a  p a r t i c u la r
form  o f  m agnetic  medium o r  t o  re q u e s t  a  w a iv er because  o f  undue h a rd sh ip . The IRS 
a ls o  announced t h a t  th e  due d a te  fo r  re q u e s ts  fo r  app roval o f  a  m agnetic  medium 
and f o r  w a iv er re q u e s ts  would be  ex tended from 6 /30 /86  to  7 /31 /86  fo r  Forms W-2 
and W-2P t o  be  f i l e d  in  1987. A p p lic a tio n s  fo r  ap p roval o f  a  m agnetic  medium fo r  
t h e  f i l i n g  o f  Form s W-2 and W-2P m u st b e  f i l e d  w i th  th e  S o c ia l  S e c u r i t y  
A d m in is t r a t io n ,  P .O. Box 2317, B a l t im o re ,  MD 21203, A ttn :  M a g n e tic  M edia G roup. 
R equests f o r  h a rd sh ip  w a iv ers  m ust be su b m itted  t o  th e  IRS on Form 8508, R equest 
f o r  W aiv er From  F i l i n g  I n f o r m a t io n  R e tu rn s  on M a g n e tic  M edia , o r  i n  a  l e t t e r  
c o n ta in in g  a l l  th e  n e ce ssa ry  in fo rm a tio n . The re q u e s t  shou ld  be s e n t  t o  M agnetic 
M edia R e p o r t in g ,  IRS N a t io n a l  C om puter C e n te r ,  P.O. Box 1359, M a r t in s b u r g ,  WV 
25401-1359. Revenue P rocedure 86-31 w i l l  appear in  I n te r n a l  Revenue B u l le t in  No. 
1986-26, d a te d  6 /3 0 /8 6 . For f u r th e r  in fo rm a tio n  c o n ta c t  th e  IRS a t  202/566-4024.
SPECIAL: GOVERNMENT AUDITING CONFERENCE  SCHEDULED BY AICPA
The AICPA's annual G overnm ental A ccounting and A u d itin g  Update C onference w i l l  be h e ld
8 /25 -26 /86  in  W ashington, D.C. a t  th e  H y a tt Regency H o te l on C a p ito l H i l l .  Topics 
t o  b e  a d d r e s s e d  a t  t h e  c o n fe re n c e  in c lu d e  g u id a n c e  and  a d v ic e  a b o u t t h e  S in g le  
A u d it  A c t o f  1984, how t o  im p ro v e  th e  q u a l i t y  o f  g o v e rn m e n ta l  a u d i t s ,  c u r r e n t  
developm ents in  governm ental acco u n tin g  and a u d itin g , th e  im pact o f  th e  balanced  
budget a c t  (Gramm-Rudman-Hollings Act) on governm ental u n i t s ,  and o th e r  c u r re n t  
is s u e s  o f  i n t e r e s t  t o  g ra n to rs , r e c ip ie n t s ,  governm ent e x e c u tiv e s , and independent 
a u d i t o r s .  C o m p tro l le r  G e n e ra l o f  th e  U.S. C h a r le s  A. B ow sher w i l l  d e l i v e r  t h e  
k e y n o te  a d d r e s s .  A lso  a d d r e s s in g  th e  c o n fe re n c e  w i l l  b e  U.S. Rep. F ran k  H o rto n  
(R-NY), th e  Ranking M in o rity  Member o f  th e  House Government O p era tio n s  Com m ittee, 
w h ich  h a s  c o n d u c te d  h e a r in g s  r e g a r d in g  th e  q u a l i t y  o f  a u d i t s  p e r fo rm e d  b y  
n o n fe d e ra l a u d i to r s .  A p ro p o sa l by  th e  AICPA ab o u t how to  im prove th e  q u a l i ty  o f  
a u d i t s  w i l l  a l s o  b e  a  t o p i c  o f  d i s c u s s io n  a t  th e  c o n fe re n c e .  Recommended CPE 
c r e d i t  i s  16 h o u rs . For f u r th e r  in fo rm a tio n  c o n ta c t th e  AICPA M eetings D epartm ent 
a t  212/575-6451.
For fu r th e r  in fo r m a tio n  c o n ta c t  Nick N ich o ls  o r  S h ir ley  Hodgson a t  202/872-8190.
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